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The term “sustainability” can be found in the 2019 annual reports of all 20 ATX companies – and usually more often than terms like “profit” or “efficiency”. What the reference to sustainability
means specifically is not always clear. “Sustainable” is being used as a synonym for “durable” or “with a long-term perspective”; it serves as alternative term for “circular economic activity”
and as paraphrase of responsible economic activity, which is internalising the consequences of corporate decisions for the environment and society. Occasionally, it also refers to the
Brundtlandt concept, which focuses on intergenerational solidarity.

Semantic vagueness

The semantic vagueness reflects conceptional deficiencies. They are based on the fact that the sustainable approach is an amalgam that aims at solving moral, micro-, and macro-economic
problems at the same time. However, possible inconsistencies and the lack of understanding of how these problems can be solved are not taken into account. There is no consensus –
neither scientifically let alone politically – on what macro goals like social justice – and, further down the line – a reduction of poverty, fair wages, and solidarity mean in concrete terms or
what sort of corporate action should be derived from them.

Even in the environmental arena, i.e. the actual source of the concept of sustainability, there is less agreement than seemingly exact ratings suggest. One prime example is nuclear power,
which is considered unacceptable in Austria, but which has found support in many other countries even from environmentally conscious energy politicians.

A negative consequence of the terminological vagueness is the fact that there are often massive discrepancies between the ESG ratings of the various agencies in this field – both with
regard to what is being measured and how it is being measured. [1]

Risk of industrial ossification

Some of the requirements for being deemed a “good” company in sustainability ratings are derived from a partial analytical approach, which is untenable from a macro-economic point of
view. For example, companies that cut their workforce in one major move receive generally a negative ESG-score. But, while companies with a volatile employment policy are not exactly
prime investment targets, factory shutdowns and the resulting reduction of the labour force can never be fully ruled out and are often crucial for the long-term survival of the competitive core
of the company.

Also, the requirement to pay so-called living wages that occasionally can be found in criteria-catalogues introduced by church-affiliated investors is short-sighted. The large-scale
implementation of this policy would probably result in a situation where low-wage sectors that are likely to move abroad in the long run hold on longer than would be economically justifiable,
which would not be in line with an industry structure geared towards sustainability and wealth creation.

Sustainability – a static equilibrium concept[2]

The sustainability approach shows significant similarities to the neoclassical equilibrium model of the economy, especially when it is interpreted as the goal of establishing a “circular
economy”. However, equilibrium concepts posit numerous questions. For example, whether such equilibria are attainable, how stable they are, and whether there might be a multitude of
equilibria that differ in terms of their welfare properties. In the field of macro-economics, Keynesianism has postulated the possibility of stable equilibria despite the presence of underutilised
resources. In a similar vein, it is likely that several circular economic models may exist that differ in terms of their welfare features. In that case, it would not just be a technocratic question to
be answered by rating systems, but a political one as to which of these models is to be deemed desirable.

Sustainable centrally planned economy?

Many catalogues of criteria that have been compiled to steer the economy towards sustainability are characterised by their focus on technical relationships and, therefore, harbour numerous
weaknesses of centrally planned economies (e.g. the Green Taxonomy of the EU that came into effect in 2020) [3]. Such lists tend to be inflexible, static, and detrimental to innovation, and
they rarely make allowances for the trade-offs that characterise actual investment decisions. Typically, big incumbents tend to benefit more compared to new, smaller competitors. [4]



Conclusion

The concept of sustainable investment addresses justified concerns. Social preferences, politico-economic priorities, and – derived thereof – the inflow into investment funds suggest that
the trend towards sustainability is in fact sustainable. There are massive external effects on many levels that are not adequately priced in or that are not internalised on the basis of
regulatory intervention.

It is thus even more important to put the concept of sustainability on a solid intellectual base. It took even the traditional investment theory – from Graham-Dodd’s value approach to the
development of modern portfolio theory (Markowitz) up to the concept of factor investing (Fama-French), to name just a few milestones – decades to turn ideas, criticism, and their synthesis
into a body of thought suitable to fill textbooks and useful in the practice of investing.

As for the sustainability approach – this process will hardly be any speedier due to its complexity and much like with the traditional investment theory, it will probably end up in a variety of
competing schools of thought.
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